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ny big-ticket spend-
ing requires you to
either have the
required funds in
place or a financing
option. When dealing with long-
term [inancial goals, such as
higher education ofchildren, yvou
have the advantage of planning
much inadvance. Here’s howyou
cango about the planning,.

STARTEARLY

Alotof parents have an inclination
to send their children abroad for
higher education, at least at the
post-graduate level, said Suresh
Sadagopan, a certified financial
planner and founder of Ladder 7
Financial Advisories. “In that case,
the planning needs to start really
early. They would need a horizon
of at least 10-15 years. When we
talkk of international education at
post-graduate level today, most
likely it is not going to happen
below 340 lakh,” he said.

How do youwork towards sav-
ing that amount? Prakash Praha-
raj, founder, Max Secure Financial
Planners, said that the future cost
of aparticular course needs to be
calculated taking into account at
least 10% annual inflation. “Then
calculate the current assets and
investments accumulated for
these goals. Then the remaining
gap for the aimed amountisto be
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ou use own funds or take aloan?

SHOULD YOU TAKE A LOAN?

Calculations show that it is better to take an education loan rather
than using your savings to fund your child's education.

Amount of investment/loan

1 crore 50 lakh 30 lakh

Figuresin ¥

B

Total outgo on loan
at 10% annual
interest for 9 years*

‘a509"
. lakh

Net benefit by keeping

Amount at maturity when invested in
diversified equity/balanced fund for 9
years (assuming a return of 10%)

A7y

"

Section 80E tax benefit on

’ P, interest paid for education

the accumulated amount

invested and taking a
loan instead (A+C-B)

8750 VWEEWRY 262
lakh SEVORR Takh /

—

*Assuming the EMIs start from
the 3rd year after the 2-year
moratorium period, and
there's no interest repayment
during the moratorium period

loan (for 31.2% tax slab)

F1004" 95"
' lakh /4

Source: Mint research, Max
Secure Financial Planners
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filled through monthly SIPs over

the years,” he said.

Starting an SIP of

15,000-7,000 in an equity fund
for 15 years and increasing it by
10-20% each year could help.
However, Sadagopan said, given
the fact that there are so many
ongoing expenses these days,
includingotherloans, it becomes
dilficult for parents to put aside a
huge amount for the child’s post-
eraduation alone.

CONSIDER TARING LOAN
Evenifyouhavebeen

liesin two things, Praharajsaid. “A
costbenefit analysis suggests that
taking an education loan and
keeping the accumulated amount
invested works in your favour.
Moreover, it also helpsindevelop-
ing asense ofresponsibility in the
student. The realisation that a
repaymenthas to be done by them

keeps them focussed,” he said.
The math ofkeeping vouraccu-
mulated savings invested and tak-
inganeducation loan instead sug-
gests that taking aloan results in
significant benefits. For instance,
il R crore is kept

working on creating Keeping your invested and an edu-
a higher education accumulated cation loan for the

corpus, you need to savingsinvested ~Same amount is

consider taking an
education loan. At
present, the total
expenses for higher
education abroad
could bein the range
of Xl crore per child,
Sadagopan said.

“A realistic thing that parents
need to realise is that the child’s
higher education is not their only
goal. Retirementis also animpor-
tant goal and they need to be
aware of the fact that vou can get a
loan forall other requirements but
not forretirement,” he said.

OWNFUNDS VERSUSLOAN
Butifsomeone has already accu-
mulated the required amount,
why should another repayment
burden be taken on? The answer

and taking an
education loan
instead can
benefit you

nine vears, including
the repayment holi-
day on the education
loan, the net benefit
could be around 387
lakh (see graph).

This includes the tax saved on

repayment of loan. Borrowers of

education loans can claim deduc-
tion on the interest paid, though
not on the principal amount. Also,
unlike in home loans, there is no
limit to the amount that can be
claimed as deduction.

Sadagopan said it is better that
the parents keep the money with
themselves and let the child take
the loan. “In future if the child is
struggling to find a job and pay
hack, youcanstepin to help at that
point,” he said.
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